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were required or which were subject to
subpart 31.2.

[48 FR 42301, Sept. 19, 1983, as amended at 51
FR 12299, Apr. 9, 1986; 51 FR 31426, Sept. 3,
1986; 52 FR 19804, May 27, 1987; 53 FR 10830,
Apr. 1, 1988; 53 FR 34228, Sept. 2, 1988; 54 FR
13024, Mar. 29, 1989; 54 FR 34755, Aug. 21, 1989;
54 FR 18507, May 1, 1989; 54 FR 51401, Dec. 15,
1989; 56 FR 29127, June 25, 1991; 56 FR 41739,
Aug. 22, 1991; 57 FR 39590, 39591, Aug. 31, 1992;
57 FR 60584, Dec. 21, 1992; 59 FR 67046, Dec. 28,
1994; 60 FR 42660, Aug. 16, 1995; 61 FR 39217,
July 26, 1996]

31.205–7 Contingencies.

(a) Contingency, as used in this sub-
part, means a possible future event or
condition arising from presently
known or unknown causes, the out-
come of which is indeterminable at the
present time.

(b) Costs for contingencies are gen-
erally unallowable for historical cost-
ing purposes because such costing deals
with costs incurred and recorded on the
contractor’s books. However, in some
cases, as for example, terminations, a
contingency factor may be recognized
when it is applicable to a past period to
give recognition to minor unsettled
factors in the interest of expediting
settlement.

(c) In connection with estimates of
future costs, contingencies fall into
two categories:

(1) Those that may arise from pres-
ently known and existing conditions,
the effects of which are foreseeable
within reasonable limits of accuracy;
e.g., anticipated costs of rejects and de-
fective work. Contingencies of this cat-
egory are to be included in the esti-
mates of future costs so as to provide
the best estimate of performance cost.

(2) Those that may arise from pres-
ently known or unknown conditions,
the effect of which cannot be measured
so precisely as to provide equitable re-
sults to the contractor and to the Gov-
ernment; e.g., results of pending litiga-
tion. Contingencies of this category are
to be excluded from cost estimates
under the several items of cost, but
should be disclosed separately (includ-
ing the basis upon which the contin-
gency is computed) to facilitate the ne-
gotiation of appropriate contractual
coverage. (See, for example, 31.205–6(g),
31.205–19, and 31.205–24.)

31.205–8 Contributions or donations.

Contributions or donations, including
cash, property and services, regardless
of recipient, are unallowable, except as
provided in 31.205–1(e)(3).

[51 FR 12300, Apr. 9, 1986]

31.205–9 [Reserved]

31.205–10 Cost of money.

(a) Facilities capital cost of money—(1)
General. (i) Facilities capital cost of
money (cost of capital committed to
facilities) is an imputed cost deter-
mined by applying a cost-of-money
rate to facilities capital employed in
contract performance. A cost-of-money
rate is uniformly imputed to all con-
tractors (see subdivision (ii) below).
Capital employed is determined with-
out regard to whether its source is eq-
uity or borrowed capital. The resulting
cost of money is not a form of interest
on borrowings (see 31.205–20).

(ii) 48 CFR 9904.414, Cost of Money as
an Element of the Cost of Facilities
Capital, establishes criteria for meas-
uring and allocating, as an element of
contract cost, the cost of capital com-
mitted to facilities. Cost-of-money fac-
tors are developed on Form CASB–
CMF, broken down by overhead pool at
the business unit, using (A) business-
unit facilities capital data, (B) over-
head allocation base data, and (C) the
cost-of-money rate, which is based on
interest rates specified by the Sec-
retary of the Treasury under Pub. L.
92–41.

(2) Allowability. Whether or not the
contract is otherwise subject to CAS,
facilities capital cost of money is al-
lowable if—

(i) The contractor’s capital invest-
ment is measured, allocated to con-
tracts, and costed in accordance with
48 CFR 9904.414;

(ii) The contractor maintains ade-
quate records to demonstrate compli-
ance with this standard;

(iii) The estimated facilities capital
cost of money is specifically identified
or proposed in cost proposals relating
to the contract under which this cost is
to be claimed; and
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(iv) The requirements of 31.205–52,
which limit the allowability of facili-
ties capital cost of money, are ob-
served.

(3) Accounting. The facilities capital
cost of money need not be entered on
the contractor’s books of account.
However, the contractor shall (i) make
a memorandum entry of the cost and
(ii) maintain, in a manner that permits
audit and verification, all relevant
schedules, cost data, and other data
necessary to support the entry fully.

(4) Payment. Facilities capital cost of
money that is (i) allowable under para-
graph (2) above, and (ii) calculated, al-
located, and documented in accordance
with this cost principle shall be an in-
curred cost for reimbursement purposes
under applicable cost-reimbursement
contracts and for progress payment
purposes under fixed-price contracts.

(5) The cost of money resulting from
including asset valuations resulting
from business combinations in the fa-
cilities capital employed base is unal-
lowable (see 31.205–52).

(b) Cost of money as an element of the
cost of capital assets under construction—
(1) General. (i) Cost of money as an ele-
ment of the cost of capital assets under
construction is an imputed cost deter-
mined by applying a cost-of-money
rate to the investment in tangible and
intangible capital assets while they are
being constructed, fabricated, or devel-
oped for a contractor’s own use. Cap-
ital employed is determined without
regard to whether its source is equity
or borrowed capital. The resulting cost
of money is not a form of interest on
borrowing (see 31.205–20).

(ii) 48 CFR 9904.417, Cost of Money as
an Element of the Cost of Capital As-
sets Under Construction, establishes
criteria for measuring and allocating,
as an element of contract cost, the cost
of capital committed to capital assets
under construction, fabrication, or de-
velopment.

(2) Allowability. (i) Whether or not the
contract is otherwise subject to CAS,
and except as specified in subdivision
(ii) below, the cost of money for capital
assets under construction, fabrication,
or development is allowable if—

(A) The cost of money is calculated,
allocated to contracts, and costed in
accordance with 48 CFR 9904.417;

(B) The contractor maintains ade-
quate records to demonstrate compli-
ance with this standard;

(C) The cost of money for tangible
capital assets is included in the cap-
italized cost that provides the basis for
allowable depreciation costs, or, in the
case of intangible capital assets, the
cost of money is included in the cost of
those assets for which amortization
costs are allowable; and

(D) The requirements of 31.205–52,
which limit the allowability of cost of
money for capital assets under con-
struction, fabrication, or development,
are observed.

(ii) Actual interest cost in lieu of the
calculated imputed cost of money for
capital assets under construction, fab-
rication, or development is unallow-
able.

(3) Accounting. The cost of money for
capital assets under construction need
not be entered on the contractor’s
books of account. However, the con-
tractor shall (i) make a memorandum
entry of the cost and (ii) maintain, in
a manner that permits audit and ver-
ification, all relevant schedules, cost
data, and other data necessary to sup-
port the entry fully.

(4) Payment. The cost of money for
capital assets under construction that
is allowable under paragraph (2) above
of this cost principle shall be an in-
curred cost for reimbursement purposes
under applicable cost-reimbursement
contracts and for progress payment
purposes under fixed-price contracts.

[48 FR 42301, Sept. 19, 1983, as amended at 49
FR 26743, June 29, 1984; 52 FR 35669, Sept. 22,
1987; 55 FR 25530, June 21, 1990; 56 FR 29128,
June 25, 1991; 57 FR 39591, Aug. 31, 1992]

31.205–11 Depreciation.
(a) Depreciation is a charge to cur-

rent operations which distributes the
cost of a tangible capital asset, less es-
timated residual value, over the esti-
mated useful life of the asset in a sys-
tematic and logical manner. It does not
involve a process of valuation. Useful
life refers to the prospective period of
economic usefulness in a particular
contractor’s operations as distin-
guished from physical life; it is evi-
denced by the actual or estimated re-
tirement and replacement practice of
the contractor.
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